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PROGRESSIVE TAXATION IN 
POSTWAR TAX PLANS 


T= various plans that have been issued for the revision 

or reconstruction of the postwar tax system have not 
faced directly the dilemma presented by the goal of business 
recovery and the method of progressive taxation of indi- 
vidual incomes. It is said, in these plans, that the war-time 
rates of the surtax are too high, but the respective plans 
then proceed to suggest surtax rate scales which can be 
considered moderate only by comparison with those now 
applicable. By any other standard they must be considered 
excessive. It appears desirable to emphasize the discrepancy 
and the inconsistency of these aspects of the postwar tax 
plans. 


The authors of all of these plans are agreed as to the 
need and desirability of large-scale business activity after 
the war. Their chief concern is really with employment, and 
they recognize that jobs can be provided on a large scale in 
private employment only when business is operating at a 
high level. Further, they recognize that vigorous business 
activity, with concomitant high level empioymeni, depends 
on an ample flow of capital funds and a general readiness 
to undertake risky ventures. The excerpts quoted below 
reveal the clarity with which this phase of the problem is 
perceived and stated. 


The Twin Cities Plan has the following:1 


The economic and social objectives that are our goal 
in America can best be attained within the framework 
of the private enterprise system, which has made pos- 
sible the values so prized by us. The impelling force 
of the private enterprise syste.n is available venture 
capital that can and will be used to finance new indus- 


1 Postwar Taxes, p. 5. 





tries and expand established industries. Unless capital 
ventures in increasing amounts as our war production 
diminishes and our labor force expands year after 
year, Our economy may become static or even retro- 
grade.**#** 


Venture capital is made available to promote new 
enterprises or ailing old enterprises because, in the 
opinion of investors, they have a chance to receive 
rewards commensurate with the risks involved. 


The C.E.D. Plan deals with the same subject in part as 
follows:2 


**the tax system must impose the least possible 
restriction upon an expansion of production and em- 
ployment. Particular care should be taken not to dis- 
courage the launching of new enterprises and the natu- 
ral urge of every business man to try to make his 
business grow. By the continuous starting of new busi- 
nesses, and the steady growth of old ones, more jobs 
get created and more wages get paid. Care must also be 
taken that personal income taxation does not penalize 
unusual abilities, or undermine thrift, ambition and 
hard work by unduly limiting the rewards. 


The Ruml-Sonne Plan joins the chorus with the follow- 
ing,3 which contains one sour note: 


The basis of America’s post-war economy should be 
private enterprise, with private business and industry 
and agriculture the people’s primary means for provid- 
ing jobs and producing goods and services; with 


2 A Postwar Federal Tax Plan for High Employment, Proposed by The 
Research Committee of the Committee for Economic Development, p. 7. 
% Fiscal and Monetary Policy, by B. Ruml and C. Sonne, p. 1. ” 
























52 THE TAX REVIEW 


government performing its constitutional function of 
establishing the rules of the game, acting as impartial 
referee, and effecting fiscal policies through taxation 
and expenditure programs, such as public works, that 
will mesh with private undertakings. 


All of us—Business, Labor and Agriculture—agree 
that there must be adequate incentive to encourage 
tisk and responsibility; otherwise dollars saved will 
not be dollars dared for backing new possibilities for 
new jobs opened by new ideas, nor will the new ideas 
themselves be forthcoming. 


Mr. Godfrey Nelson has written the following:4 


As a practical matter, we must recognize that pro- 
duction is what makes for national prosperity. Unless 
we are willing to reward those who have the intelli- 
gence, energy, vision, and the means to create new 
industrial enterprises, we cannot hope to accomplish a 
national prosperity in peacetime. 


These passages reveal complete accord among the tax 
planners as to the conditions which must be fulfilled if there 
is to be substantial employment, good wages, and a rising 
standard of living after the war. They agree that there must 
be an ample flow of investment funds into new and old 
enterprises; that all manner of risks are involved which 
operate as deterrents to such investment; and that there 
must be recognition to those who assume these risks of a 
reward which will be sufficient to overcome the disposition 
to play safe. In other words, they all recognize the profit 
motive and insist that it must be given free scope. And 
either directly or by implication, they concede that recogni- 
tion of the profit motive involves letting the individual 
keep a substantial share of that which he makes. 


Certain differences of viewpoint have been expressed in 
the various plans as to some of the procedures most likely 
to achieve these goals. In so far as these differences relate 
to the methods of dealing with corporations, they have 
already been discussed by this writer in an earlier issue 
of Tax Review.5 


In contrast with the differing views as to whether cor- 
porations should be taxed heavily or exempted, there is 
general agreement in these plans as to the method for 
taxing individual incomes. The criticism to be made here 
is that this method is inconsistent with the doctrine laid 
down in the several passages quoted above. The incon- 
sistency lies in the kind of surtax rate progression that is 
proposed. The following tabulation of combined normal 
and surtax rates will illustrate the point: 





4 Postwar Tax Plan, Reprints of a series of articles by Godfrey N. Nelson 
in the New York Times, p. 22. 


5 Cf. The Tax Review, August 1944. 
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. Combined Normal and Surtax Rates on Individual 
Net Incomes to $100,000a 








Taxable _Twin Cities 
Income (b) (c) C.E.D. Rum!-Sonne Nelson 
$ 2,000 10% 16% 16% 10% 
4,000 16 18 18% 18 16 
6,000 18 20 21 22 
8,000 19 22 24 26 20 
10,000 21 24 ar 28 
25,000 31 38 42 38 30 
50,000 39 48 45 46 40 
100,000 46 59 49 60 50 





a. The rates shown are applicable to the income bracket of which the 
amount shown is the top amount. The Nelson Plan uses a taxable 
income bracket $5,000-$10,000 instead of the brackets shown. 

b. Rate scale with sales tax. 

c. Rate scale without sales tax. 


The Twin Cities Plan and the Nelson Plan propose a 
normal tax of 10 per cent. In the Ruml-Sonne Plan the 
normal tax rate is 16 per cent. The C.E.D. Plan uses a 
a consolidated rate scale. The rates shown here for this 
plan are those applicable to the income of a married per- 
son with two dependents, who would be entitled, under 
the plan, to a total personal exemption of $2,000. 


It will be interesting to note what the various plans 
say about the kind of taxation that is proposed for indi- 
vidual incomes. 


The Twin Cities Plan says:6 


If all of the taxable income above $5,000 for each 
of the million and a quarter taxpayers in this group 
were confiscated by the treasury, the total yield would 
be only $8.353 billion. This is only slightly more than 
the amount estimated to be necessary to balance the 
postwar budget when a corporate tax of 40 per cent 
and the miscellaneous receipts of the treasury are 
added. If the government were to confiscate all in- 
comes above the $5,000 level, incomes above that 
amount would soon cease to exist and individual in- 
itiative would be stifled.***There is certainly a point 
well below complete confiscation at which the tax 
rates in the upper brackets operate just as surely to 
eliminate further progress as though the taxes were 
100 per cent. 


The C.E.D. Plan says:7 


***With national income as high as $140,000,000,- 
000, the total taxable income in the tax brackets above 
$10,000 is estimated at only around $6,000,000,000. 
Of this, even with the moderated rates proposed in 
this tax program, nearly half would be paid in federal 
income taxes. The taxpayers would, of course, pay 





6 Op. cit. pp. 16, 17. 
7 Op. cit. p. 12. 
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further sizable amounts in other forms of federal tax- 
ation, and in state and local taxes. Quite plainly, 
ambition and inventiveness and harder work and more 
thrift are on the way to atrophy when the individual 
must pay any heavier taxes than those proposed. 
(Italics in original) .* 


The Ruml-Sonne Plan observes that the higher surtax 
rates should reflect considerations of social rather than 
fiscal policy, and points out that the revenue contribution 
of these rates to the total yield of the individual income 
tax is negligible. Mr. Nelson cites the experience of the 
1920's to show that “lowered income tax rates go hand 
in hand with increased national income.” 


It is evident that while the postwar tax planners appear 
to have been aware of the inconsistency of their position, 
they have proceeded to propose individual income tax 
rate schedules which ignore that awareness. The Commit- 
tee for Economic Development states that to take more 
than half of all income in the brackets above $10,000 
would cause atrophy of the economic virtues. It appears 
to assume that when no more than half is taken, this bad 
result will not occur. But of this there can be no assurance. 
As the Twin Cities Plan remarks, there is a point well 
below full confiscation at which the results are fully as 
bad as would be produced by complete confiscation. 


But even this point well below confiscation must be 
shunned. If the citizens are levied upon at rates anywhere 
near the level which is just as deadly to initiative, thrift 
and enterprise, as if the rate were 100 per cent, the con- 
sequences for the high hopes expressed for the future of 
enterprise will be disastrous. 


It is evidently not yet clearly seen even by those able 
groups which have been devoting time and thought to 


the problems of the postwar period, that the goal of free 


private enterprise and the goal of progressive taxation are 
entirely inconsistent. Free private enterprise, operating 
under competitive conditions and, in Mr. Ruml’s words, 
under the rules of the game as established by government 
and supervised by government as impartial referee, leads 
to inequality of incomes. This inequality derives from all 
of the variations of energy, capacity, imagination and dar- 
ing which distinguish individuals, together with the dif- 
ferences in the risks involved in different economic fields. 
When we talk of encouraging and promoting private en- 
terprise we can only mean that we intend to accept the 
inequality of incomes that will inevitably result if the 
system works well. 


Apply the concept of playing the game according to the 
rules, it is easy to see what would happen to morale in 
the field of sports if a football team that won its game 


by seven touchdowns to three were to be told at the end 





of the second half that three touchdowns were to be taken 
from its score because of its greater ability to make touch- 
downs. Substitute dollars for touchdowns and the illustra- 
tion applies to the effect of progressive taxation upon the 
effort and initiative of individuals in business. 


The ultimate goal of progressive taxation is the equali- 
zation of incomes. This puts it at exact cross purposes 
with the development of enterprise. Messrs. Ruml and 
Sonne admit the element of social purpose in their surtax 
scheme. This social purpose is the emphasis upon the 
equalization of wealth and incomes which has been so 
effectively promoted by the drastic progression of taxes on 
incomes and estates. 


Any progressive tax scale is a longer or shorter step 
toward the final goal, according to the degree of progression 
involved. By whatever degree of equalization is achieved, 
the motives and incentives of enterprise are correspondingly 
impaired. Some one has said that the redistribution that 
will be achieved is a redistribution of poverty rather than 
of wealth. 


The ideals for the postwar period have introduced an- 
other social purpose. It is quite different from the egali- 
tarianism which had come to be accepted, before the pres- 
ent war, as the highest social purpose. This new aim or 
purpose of society is jobs, real jobs in which goods and 
services are to be produced that will be worth enough to 
make the laborer worthy of his hire. It is as clear as day 
that the new purpose of real jobs in private employment and 
the old purpose of equalizing incomes cannot both be 
realized. The postwar tax planners themselves have ad- 
mitted as much in the first set of excerpts quoted above. 
Unfortunately they have been so thoroughly imbued with 
the old purpose of equalization that they have been un- 
able to follow this aspect of their logic when they came 
to devising tax rate schedules for individuals. 


It may be true that the doctrine of progression has been 
so fully accepted by the people as to eliminate the possi- 
bility of a change. It is said to be not politically feasible to 
abandon progression since the people want it. But it is time 
to go to the people and ask which they want more—jobs or 
taxation for a social purpose? The mass of the voters 
are sensible enough, know enough about the facts of get- 
ting a living, to understand that they can’t have both. 
Perhaps they would get the point better if they were to be 
asked how much ‘‘Russian dressing” they wanted on the 
salad. 


Some one has said that mankind is always standing at 
the cross roads of destiny, so it does not help much to 
say that here is another such cross road. But in any event, 
the parting of the ways is not always as clearly indicated 
as it is in the present issue. One road carries the markings 
of private enterprise, jobs, investment, risk-taking, and 
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inequality of incomes, but with a rising level of incomes 
and well-being for all in the new prosperity. The other 
road carties the markings of equalization of wealth and 
iacomes through taxation, mass unemployment, govern- 
ment support of the economy and eventual government 
ownership and control of the whole economy. 


It is not too late to make the choice, although the time 
is getting short. If we do no more than to accept the 
kind of tax rate schedules which have been set out in 
the tax plans thus far proposed, we shall have made the 
choice, and in this writer’s opinion, the wrong choice, by 
that acceptance. 


By way of revealing an appreciation of the situation 
in which the tax planners found themselves, though not 
at all to express sympathy, it should be said that the rock 
on which they foundered is the kind of federal budget 
which they set up for the postwar period. From some 
experience with the problem of speculating about the post- 
war budgetary requirements, this writer realizes that when 
any one undertakes to find enough tax revenue to supply 
a postwar federal budget of $18-$20 billion, it is impos- 
sible to avoid putting on the screws. In the effort to be 
realistic about the budgets, the tax planners have been 
forced to become unrealistic as to the effects of their tax 
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proposals upon the economic system which they want to 
foster. 

But most of the postwar tax plans are, in fact, unrealistic 
about the budget. This judgment does not rest on a pre- 
diction of what the total will actually be, but on a convic- 
tion that this total can be materially less than the $18-$20 
billion usually mentioned. Unless there be a resolute will 
to hold down the federal expenditures, the taxes required 
must rise to limits at which will be produced the repressive 
effects that everyone wants to avoid. 

The arch villain in the postwar fiscal drama will be 
another “‘social-purpose’’ of an earlier era, namely, the 
purpose of having the federal government underwrite the 
good life for all. It will be a drama of real life, in which 
there will be no gallant, dashing hero to rescue the fair 
heroine (the private enterprise system) from being thrown 
over the cliff, sawed in two, or tied on the tracks before 
the approaching Midnight Express. So the heroine will 
probably be forced to succumb to the fate worse than death. 


HARLEY L. Lutz, 
Professor of Public Finance 
Princeton University 


















